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Abstract

The objective of this study to examine how import, export, government
spending, and institutions impact on economic growth. Of the four selected North
African countries, (Egypt, Morocco, Alegria, and Tunisia), six periods of five years
from 1985-2015, we used the panel data model. In this model, we used panel data which
consist of random effect and fixed effect, based on Hausman test, we selected one of
them. The GDP per capita growth was used as a dependent and import, export,
government spending as independent main variables. Also, gross capital formation
(GCF), inflation, population growth, and HDI which consist of life expectancy,
education and per capita income indicators as control variables. The governance
indicators which consist of (Rule of law, Control of Corruption, Government
Effectiveness, Political Stability, Regulatory Quality, Voice accountability) was used
as interaction term with the main independent variables. This study primarily examines,
past studies on this same topic sought to establish a link between these parameters and
the countries dubbed the "giants" of North Africa. The countries also show
dissimilarities in their political and social development. While the dominant trade
commodities in the Algerian economy are the gas and oil sectors, those of the other
countries (Egypt, Morocco, and Tunisia) depends on light industry, tourism, and
agriculture. This paper uses the past research on the link between the stated economic
factors and economic growth in North Africa to highlight new insights of the area.
Keyword: North African, Egypt, Morocco, Algeria, Tunisia, trade openness,

government spending, institutions, eoonomic growth, Link
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Introduction

The economic growth in the Middle East and North Africa (MENA) region
has been relatively slow in the last years. Despite undertaking economic reforms, to
elude crises and attain macroeconomic stability, the region still suffers from various
distortions causing the poor economic performance of the region. Various research
has been pointing out to several contributing factors of performance such as low level
of exports, inefficient government spending, and most importantly, low quality
institutions such as high corruption, political instability, and weak rule oflaw.
The low level of exports in the region are linked to tariffs, but generally to
non-tariff issues such as overvaluation of exchange rate, corruption, extreme
regulation, labor restrictions, and rules of origin. Lack of export for the MENA
region contributes to the decrease of economic growth resulting in a decline in
earnings from foreign exchange to any country. Not having foreign exchange
prevents these countries from various businesses transactions not only in monetary
form but also in technology form thus reducing the productivity of a country's welfare
and labor. According to Aditya & Acharyya, 2013, the productivity standards may
rise because of the need to produce goods that meet international standards for them
to be accepted in other nations during the exchange. The link between exports and
economic growth has remained a critical issue and an area of concern to economists.
The inefficient government spending of government expenditure on
infrastructure and education is critical to point out. Lack of national government
spending on public goods such as infrastructure and education reduce the opportunity
to create a vibrant environment to bolster economic growth and development in the
region. Inefficient government spending leads to waste of monetary funds resulting in
8

lack of economic performance. As a result, this imposes a huge burden on the public
finances distorting the local economy. Additionally, government spending wrecks
economic growth and economists feel that this methodology transfers supplementary
resources from the economy's productive sector to the government, which does not
efficiently utilize them.
The low-quality institutions such as high corruption, political instability, and
weak rule of law impacts economic growth and development. The critical part of the
regional strategy and an important role is quality of governance and justice system for
the MENA countries. Lack of transparency and high level of corruption poses a
major threat to social and economic development for the region. Most MENA
countries lack modern and effective political structures whether it is favoritism and
nepotism results in no effective governance. Weakness of the overall government
accountability and its public-sector service delivery lacks the expectations of its
citizens. The rule of law results in a legal framework which is a critical element for
any state. Effective justice systems and institutions are essential to building societies
that facilitate growth and development. Lack of rule of law causes insecurity,
instability, and impedes sustainable development therefore bridging the gap between
legislation and its implementation is vital for the region. It is for that reason the
contributing factors of performance such as low level of exports, inefficient
government spending, and most importantly, low quality institutions require effective
sustainment to help economic development.
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Literature Review
Given the multifaceted nature of economies, operations and growth involve a
link of more than one factor. Since this paper examines the relationship between trade
openness, government spending, and institutions on economic growth of North
African nations (Egypt, Morocco, Algeria, and Tunisia), what follows is a literature
review of these three determinants of economic growth. Several recent empirical
literatures demonstrates that trade openness plays an integral role in shaping the
operations of the economy. According to the International Monetary Fund (2001),
joining the world economy is a powerful tool that countries can use to boost their
economic development, growth, and poverty eradication. In the past two decades, the
world trade's growth rate has averaged 6% per annum, which is twice as much as its
output growth rate. However, this factor appears to overlook the fact that trade has
been undergoing growth for an extended period. Following the 1947 introduction of
the General Agreement on Tariffs and Trade (GATT), the global trading system has
undergone through eight sets of multilateral trade openness and benefitted from all of
them.
Both regional and unilateral liberalization have also contributed to this
success. In fact, it is the last of the eight sets (the 1994 "Uruguay Round") that
established the World Trade Organization (WTO) to foster the growing units of
multilateral trade partnerships. The leading benefit that came with the integration of
the global economy was an increase in the living standards of the nations around the
globe. While most developing countries have only enjoyed a share of this prosperity;
others have witnessed a dramatic rise in their incomes. While they only accounted for
about a quarter of the world trade at the start of the 1970s, the developing countries
have significantly grown to represent a third of the global trade, if evaluated as a
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group. Evidence of this factor includes the substantial increase in exports of products
and services against the traditional commodity exports.
For example, the production level of the developing countries has grown by
about 80%. In addition to that, trade partnerships between them have undergone rapid
growth, with nearly 40% of their exports going to their developing counterparts.
However, the International Monetary Fund (2001), points out that the integration
progress of the developing countries has been largely uneven in the past decades. The
winners of the trade liberalization were the Asian developing countries and, to some
extent, Latin America. The root of their success was their dedication to actively
participating in global trade, which helped them to lure foreign direct investment.
Examples include China and India which embraced trade liberalization, including
other market-oriented reforms that came with them. South Korea and Singapore
should fall into the same category as India and China as they dwelled in poverty till
the 1970s.
Apart from trade openness, government spending also contributes to shaping
the economy of a nation. In research to study the impact of public expenditure on the
economy, Wahab (2011) argued that many policymakers give divided opinions on
whether government expansion hinders or fosters economic growth. According to the
supporters of government spending, using the national capital, enable the government
to run programs that provide valuable "public goods" (infrastructure and education)
which benefit the nation in more than one way. He also argued that increasing
government spending bolsters the economy by ensuring that the people have money in
their pockets (the more money people have, the higher their spending/purchasing
power increases). On the other hand, those who object government spending argue
that higher spending derails economic growth (Wahab, 2011, p. 574). Economists feel
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that this approach transfers additional resources from the economy's productive sector
to the government, which does not efficiently utilize them. These economists also
claim that expanding the public sector brings complications to the efforts of
implementing new policies.
The last parameters that influence economic growth are financial institutions.
Examples include regulatory institutions, property rights, institutions that guide
macroeconomic stabilization, social insurance institutions, and firms for conflict
management, among others. In essence, they are primary sources of economic growth
in the country. They steer economic growth through decisive influence on the
country's investments in human and physical capital, industrial production, and
technology. Moreover, they enhance resource distribution. Depending on resource
allocations and preexisting economic conditions, some individuals or groups are
likely to receive more benefits than others. That is to say that the nature of financial
institutions is endogenous and reflect a string of conflict of interests between various
parties who hold different opinions about economic agencies and resource allocation.
For that reason, the existing institutional structure of economic institutions is
largely dependent on the country's political power allocation among elite groups.
Both formal and informal political institutions determine the incentives and
constraints facing the key societal players (Piatek, 2016, p. 529). Given their
endogenous nature and strategic distribution of power, appropriately established firms
can guide the development of robust mechanisms for reducing risks of opportunistic
behaviors of economic and political players. It is for that reason that political
institutions are required to provide incentives that prompt politicians to abide by their
regulations for a given term.

12

The Relationship between Trade Openness and Economic Growth
Trade Openness and Economic Growth
While trade grows in line with the global parameters, business growth relates
to the local (national) factors. Given their diversity, trade and business growth take
place in line with the insights of the International Trade Theory and the Growth
Theory, respectively. Below is an in-depth review of theories in line with how they
influence the trade and business growth.
The International Trade Theory
The nature of the foreign trade is diverse, and one theory alone cannot give a
detailed overview of how the international market operates. In this paper, will review
the Resources and Trade Theory. Developed by Eli Heckscher and Bertil Ohlin, the
Heckscher-Ohlin Theory (or Heckscher-Ohlin Model) holds that countries exchange
products and services because a gradient (difference in volume of resources) exists
between them. This theory also states that the comparative advantage is influenced by
two factors - the relationship between the resources owned by the trading countries
and production technology. The latter dictates the relative intensity of the different
factors of production utilized during the entire production cycle while the interaction
between resources relates to the relative abundance of the factors of production.
The Resources and Trade Theory starts off with the assumption that a
particular country, say A, manufactures two products - textiles (Y) and food (X). At
the same time, these two types of products require two sets of inputs, labor (L) and
territory (T), which is only available in small supply. Since production of food (X)
needs more land per unit of output, it is viewed as territory intensive. On the other
hand, the manufacture of textile (Y) is labor intensive because it requires more
workforce per unit of output (Carlson & Jonung, 2006, p. 511 ). If Country A is to
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trade with another Country B that also produces the same products, textiles (Y) and
food (X), then the Heckscher-Ohlin Model can be used to explain their partnership
using the following table:

The RUtive abundance and
Inputs and production without trade apeeialization in the
trade
product for which there is a

filetor.

Product

X
y

Total

.

1./f

3
10
13

5

0.60

1.66

2
7

5.00
1.85

1.20
0.53

Figure 1: The Relative Resource Abundance, Intensity of Factors and Trade
Specialization (Carlson & Jonung, 2006)
In this case, the country offering many resources in the trade is considered as
having high relative resource abundance which allows it to produce products than the
one importing the same resources to manufacture goods. For example, if Country A
were to import Labor (L) from Country B, it would produce fewer textiles (Y) and
food (X) than Country B, and vice versa. According to the Heckscher-Ohlin Model, a
country is more efficient in manufacturing products for which it has the abundant
resource. This theory also holds that trade will stimulate countries to concentrate in
specific manufacture of goods and services. It is for that reason that countries export
the products that they are most suited to manufacture and import those that they are
least suited to produce. In Figure 1, Country A has a high relative abundance in the
territory (T) - a larger piece of land - so it will specialize in the production of food
14

(X). On the other hand, Country B has a high relative abundance in labor (L)- more
workforce - so it will specialize in the production of textiles (Y). If these two
countries were to trade, they would have a symbiotic business partnership in which
they will both benefit and grow.
The Growth Theory
Just like international trade, economies are dynamic and understanding their
growth requires one to understand the provisions of different approaches. In this
research, the author will use the Harrod-Damar Model. Independently developed by
Evsey Damar in 1964 after the initial work by Roy F Harrord, this model provides
that economic growth exists in three dimensions - Actual Growth, Natural Growth
Rate, and Warranted Growth. In the case of the latter, the economy does not go into
recession or expand indefinitely. On the other hand, Actual Growth refers to the
increase in the real rate of the GDP per year; while Natural Growth Rate is the one
that an economy must attain to maintain its full employment.
From a general perspective, the Harrod-Damar Model holds that economic
growth is dependent on the growth rates of labor and capital ( as more investments
enable the economy to accumulate more money). If used to describe the economic
situation of the less economically advanced countries, the Harrod-Damar Model
provides that the growth in these countries are sluggish due to lack of physical capital.
In other words, they do not have the surplus of income to enable them to save some of
their earnings, meaning that their accumulation of capital stock through investment is
lower than that of the economically stable nations. Unless countries raise sufficient
physical capital through what they invest, they cannot boost their economic
performance through technological advancements. According to the Harrod-Damar
Model, this approach is the only measure through which economies can grow, as
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economic growth does not take place "naturally" to enable the country to attain stable
growth rates and full employment.

The Static and Dynamic Gains from Trade
In the words of Daga (2013 ), countries engage in trading because it makes
them better off. In other words, trading benefits countries in more than one way. From
a general perspective, nations that trade enjoy both static (increase in the country's
social welfare) and dynamic (benefits that boost the economy) gains. The following is
an in-depth review of the advantages that come from engaging in trade.

The Static Gains
In research to study the rewards of trading with South Africa as their point of
reference, Jonsson & Subramanian (2000) argued that although the notion that trading
brings both productive efficiency and static economy welfare is ambiguous and that
while the past empirical studies have questioned it, they exist. One of the static gains
that come with trading is the maximization of production. They argue that the rewards
from trading emanate from the benefits of specialization and division of labor at the
local and international levels. Given the technology and resources at the country's
disposal, it is its production specialization on the grounds of trading and gaining a
competitive advantage which enables it to exchange its products with those of another
country (trade).
Trading also increases the country's welfare. Specialization in production and
division of labor at the international level increases both the country's output and
consumption of goods. As a result, the people's welfare (enjoyment) increases as well
as the nation's income increasing, which raise its output level and rate of economic
growth. Another static gain that comes with trading is a vent for surplus. Jonsson &
Subramanian (2000) hold that some of the gains from trade arise from the country's
16

idle labor, land, and other available resources before it enters the global markets
(Jonsson & Subramanian, 2000, p. 29). When it opens up to the rest of the world
(vent), it uses the idle resources to produce surplus goods. If it takes this step without
entering the international market (increasing the production level without having the
market for them), the additional products will remain unsold.

The Dynamic Gains
Apart from static gain, trade also brings dynamic ones. For starters, trading
improves the efficiency of a country in the employment of resources. Jonsson &
Subramanian (2000) argue that countries gain a competitive advantage that enables it
to use its resources to improve its production level. In this manner, it broadens the
country's market on the global scale. Whereas the employment of resources is
considered a direct gain from trading, market widening is an indirect one. A country
expands its global presence by enlarging the scope of its specialization, enhancing
innovations and inventions, making improved use of machinery, raising labor
productivity, lowering production cost, and fostering faster economic growth.
In addition to that, trading also enables countries to develop other economic
activities. When a country engages in producing goods for exportation and importing
other for domestic consumption, the other economic activities associated with these
operations also develop. Examples include expansion ofresources and infrastructures
used in power, construction of highways, and bridges. The development activities also
extend to housing and shopping complexes as well as industrial centers. As a result,
the primary sector transforms the business community to enhance exportation of raw
materials and domestic use. On the other hand, the tertiary sector develops into
communications, insurance, and banks.
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In my view, the most important dynamic gain that comes from trading is the
increase in investments. Exchanging goods with the foreign countries sets up new
units for producing and assembling of a range of products as it paves the way for the
establishment of ancillary and supplementary units. Producing goods for exportation
leads to forward and backward linkages that open up new avenues for developing
other economic activities. As a result, both the country's induced and autonomous
investments increase.
Should the North African countries strive to enjoy more static and dynamic
gains that come with trading, they should increase the number of their trade partners.
Although they engage in foreign businesses, Egypt, Morocco, Algeria, and Tunisia
have some national policies and cultural beliefs that leave them closed to other
countries. Given that these countries are staunch believers of Islam, they are highly
likely to find it nearly impossible to trade with countries whose cultural beliefs are
firmly bound by Christianity. The spread of Islam across the globe might have
changed that factor, but one can rule out the possibility that these countries are
selective when it comes to nations they trade with.

The Benefits of Trade Liberalization
More than one study shows that trade liberalization helps countries in more
than one way. Some researchers have even added to this notion by stating that trade
liberalization brings more benefits to the developing nations than the economically
stable ones. According to International Monetary Fund (2001 ), the policies that
prompt a country to buy and invest on the global level (cooperate with other nations)
enable it to attain a sustained economic development. The evidence to this argument
is the fact that no country in the recent years has achieved commercial success,
particularly regarding an increase in its citizen's living standard, without partnering
18

other countries (International Monetary Fund, 2001). Trade openness/liberalization
(coupled with staying open to overseas direct investment) has been touted as one of
the primary factors that have spurred the East Asia's economic success. The region
attained trade liberalization by gradually slicing 20% (from 30% to 10%) of the
average import tariff in 2 decades. If the North African nations (Egypt, Morocco,
Algeria, and Tunisia) adopt this approach (reducing the rates of their import tariffs),
they will receive an economic boost in the same way as the East Asian countries.
In research to demonstrate why trade liberalization is more beneficial to
developing nations than the economically stable ones, Kathuria (2015) evaluated its
benefits in line with three factors - exporters, consumers, and producers. He stated
that the operations of manufacturers in the less developed countries provide a mixed
picture as the more productive ones readily gain from the trade partnerships between
their nations and foreign ones.
On the other hand, the less efficient producers lose. A surge in international
competition forces manufacturers to increase their efficiency and productivity. Those
that cannot follow get kicked out of the global markets. However, Kathuria (2015)
argues that the need to push the less qualified companies outside the international
market is counterbalanced by the other businesses that benefit from the availability of
cheaper and better inputs, which drives them towards becoming more competitive in
the local and foreign markets. Trade liberalization also helps consumers in developing
countries by giving them access to a variety of cheaper products and goods.
According to Dornbusch (1992), one of the drivers of trade liberalization is
poor economic performance. He argues that many developing nations have been
victims of declining productive potential and dismal economic performance. Although
much of the blame for such situations can be put on populist macroeconomic policies
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which engender hyperinflation and debt crises in these nations, the closed economy
also played an integral part. However, with trade liberalization, the developing
countries get to open their economies and align their policies with a measure that
boost their business operations, investment and competition.
He argued that the desire to move towards free trade has helped many
developing nations escape from unproductive and destructive protection. It was a
major focus during the 1990s. Some notable examples include the Latin America
countries. Mexico adopted a unilateral trade liberalization to negotiate about free trade
partnership with the United States and Canada; Chile moves from its "trademark" of
protecting the economy to reducing trade barriers; while Brazil and Argentina entered
a business partnership. Apart from the Latin America, Dornbusch (1992) also stated
that Asia, Europe, and Africa also joined the free trade movement.
In Africa, Botswana and Ghana demonstrated the possibility and benefits of
adopting trade openness while in the other two continents, Turkey and South Korea
became the best examples of highly successful trade liberalization (Dornbusch, 1992,
p. 69). Given that this strategy has worked in other countries, it could also benefit the
North African countries. Egypt, Morocco, Algeria, and Tunisia already practice the
open trade, but their economies' performance would improve if they boost free trade
activities.

The Relationship between Exports and Economic Growth
Introduction
In the modem era, most the economies are open and thus the nations are
concerned about increasing quality of life of their citizens. The macro-economic
environment plays a major role in promoting the prosperity of these nations. With that
said, a fast growth of the GDP is one of the main objectives of nations with an open20

economy. While there are a number strategy that can be used to boost the growth, the
growth achieved by increasing the net exports is one of the surest ways of boosting a
sustainable growth in GDP.
Exports have been considered engines for economic growth since they provide
earnings from foreign exchange to any country to accelerate its growth and
development. Through this foreign exchange, countries get a chance to transact
various businesses not only in monetary form but also technology to raise the
productivity of a country's welfare and labor (Aditya & Acharyya, 2013). The
productivity standards may rise because of the need to produce goods that meet
international standards for them to be accepted in other nations during the exchange.
The link between exports and economic growth has remained a critical issue and an
area of concern to economists. The association of trade and economic growth has
been traced back to the classical and neo-classical economists. Economic growth is
influenced positively by business since it increases capacity utilization thus allowing a
country to promote technical change, take benefit from economies of scale, and
enhance the effectiveness of resource allocation and overall productivity. A nation
that is open to trade is exposed to new techniques that can be applied to improve the
finishing of the products.

The Gains and Losses Derived from Export
The proponents of exports-led growth (ELG) discuss the topic citing examples
of various countries that are doing well regarding trade and mostly East African Asian
nations such as Singapore. They also consider newly industrialized countries (NIC) to
offer support to their argument. Various reasons have been given by different people
in support of the hypothesis that exports promote economic growth. For the exporters

21

to export their products in the competitive world market, they must produce at
competitive prices which in tum forces them to adopt new technology which is
innovative and more efficient. Demonstration effects are common in the world trade
because once a country takes a particular technology, others who are players in the
same get the system to improve their final products.
When technology is used to improve efficiency and output, there is a better
utilization of economic resources and this hastens the pace of economic growth
(Benkovskis, & Worz, 2016). ELG strategy enables the market to allocate resources
efficiently and gradually liberalizes the economy. The market size is expanded by
exports and the size matters since it determines the amount of output that a country
can handle thus exploiting the economies of scale. The productive capacity of a
country is increased once foreign capital is bought during the exchange. Those are
some of how exports boost economic growth; however, questions are still lingering in
the minds of economists about the sustainability of the growth- strategy for economies
in the international market.
Trade does not necessarily result to the same conclusion because some
countries are negatively affected by trade. The relationship between trade and
economic growth depend on the level of economic structure and development and is
subjected to an interactive process of structural change and economic growth. Since
the topic arose in the 80s, the application of co-integration and causality tests in
examining the relationship between economic growth and trade has increased (Cadot,
et al., 2013).
Morocco is a nation considered to be open, and its economy has long been
considered as the most liberal and open among various nations in North Africa. Its
banking, productive and commercial structures are directed mostly by the private
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initiative and exposed highly to foreign markets (Parteka & Tamberi, 2013). This
double vocation often considered liberal and world-wide is the reason why the
country has occupied such a dominant place in the production and export of
phosphate. The country has made a fundamental political choice of maintaining
narrow relationships with the rest of the world and more so with the West (Aditya &
Acharyya, 2013). Chief players in the Moroccan market are agricultural and natural
products majorly raw materials and phosphate.
To support this statement, in 1992 agriculture and fishing represented more
than half of total employment and 14% of the GNP (Elhiraika et al.,2014). However,
it is crucial to note that the evolution of the economic activity is highly dependent on
the ups and downs of market climate, in particular on the international field. The
estimation period of 1975-2015 is marked with various turbulences such as a slow
growth rate of industrial nations, persevering recession, good and bad agricultural
campaigns and others (Arezki et al., 2009). To date, economic growth greatly depends
on the climatic conditions and the primary functions that they play in the world
market. The OPEC countries, for instance, may shake the global economy if they
slowed down their output because the environment will appear unstable especially on
the pricing of the integral commodity and supply.
On the other side, it is not obvious that exports will lead to economic growth
because it can be the other way around where economic growth lead to exports.
Increased economic growth may cause an increase in efficiency and productivity thus
making exportable goods more competitive in the global markets, and it may generate
more surpluses to export. This entirely results to an increase in the export-growth of a
nation. In Algeria, exports contribute a high percentage to the GDP of the country
(Aditya & Acharyya, 2013).
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In their research on the link between exportation and economic growth, Aditya

& Acharyya (2013) stated that investing the export-growth relationship between 1965
and 2005 requires sub-dividing the period into two sets - from 1965 to 1984, and
from 1985 to 2005. They held that this approach takes into account the fact that the
global economy operated under the post oil-shock recession until 1984, then faced a
revival thereafter. In their analysis of the export-economic growth relationship, Aditya

& Acharyya (2013) evaluated the the growth rates of exports and GDP for a set of 88
countries for the two phases (from 1965 to 1984, and from 1985 to 2005) to determine
the outliers in that sample. They found that the distributions of those countries is
positively skewed, with some growing economies such as South Korea and China
pulling up the group's mean score above the median value. The negative outliers in
their sample included Mauritania, Venezuela, Democratic Republic of Congo, and
Ghana. They also plotted the same countries in scatter diagrams to classify them in
line with their exportation impact on the economic growth.
Since the late 70s, studies show that exports served as a significant tool for
economic growth. IMF and the World Bank argued for open economies for trade and
propagate the case for export-led industrialization strategy. However, despite leveling
the international market, the success of various economies depends on factors that are
unique to nations at an individual level and not globally (Banque, 2009). Some factors
are country-specific such that they affect only two or more countries involved in their
trade. Some of these factors may not influence the global market because they are
explicitly constrained to those in that particular business.
According to many economists, there is indeed a connection between
economic growth and international trade. Benkovskis & Worz pointed out the other
side of the relationship where exports facilitate growth in the country (Benkovskis, &
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Worz, 2016). They are numerous spillover advantages especially for local companies
due to the need to raise the production standards acquire machinery and modem
technology. But as a result, the home country enjoys increased labor productivity
from the newly acquired technology. More people will be employed, quality of
products will increase, and livelihood of many individuals in the country will change.
It is therefore clear that growth in economy results from increased exports.
It is important to note that growth is not only facilitated by the level of exports

but also a degree of diversification of these exports and their base. Proponents argue
about it being a key contributor to growth, and they claim that diversification may
expand the possibilities of spreading risks of investment over a wider range to
increase income. Numerous economists have contributed to the topic of
diversification and came up with different sentiments, but all are having a similar
conclusion that it tends to increase economic growth in the host country. Some
empirical studies have shown that higher per capita income growth is facilitated by
export diversification (Arezki et al., 2009). When a country depends heavily on
limited products, it diminishes the potential of the state to offset fluctuations in some
commodities sectors with those whose stability prevails. It is therefore good to have
export diversification strategy to reduce instability and should not be assumed to be
for only that outside of agriculture.
It is not only a matter of exporting products to the international market but

also how diverse are the products, the composition is a key factor to consider. An
active and considerable impact on the economy of the nation is realized when the total
exports of the country consists of a higher proportion of manufactured exports. A 10%
boost in exports diversification in all industries can lead to up to 1.5% increase in the
productivity of the country. Economic growth is positively influenced by both vertical
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and horizontal diversification. Diversification is considered a good chance to boost
the income of the nation through exports; however, it is imperative to note that
various setbacks limit export diversification.
Some of these factors deter countries from diversifying their exports: they
include bureaucracy, lack of finance, inadequate infrastructure, and lack of skilled
workforce, barriers to market entry and low elasticity of demand (Cadot, et al., 2013).
The World Bank noted that collapsing public institutions hinder activities of the
private sector. This weakness takes the form of a weakened public management and
policy-making, prevention of competition, increased corruption caused by heavy
regulatory systems and loss-making state-owned businesses. Other factors that may
deter the private sector include problems of law and order, undercapitalized and
poorly regulated commercial banks.
The state, therefore, has a great role to play in ensuring that the business
environment is clean and some of the problems hindering private sectors are dealt
with appropriately. The country cannot promote exports and smooth running of
businesses if its public institutions are impaired (Parteka & Tamberi, 2013). The
country should look for ways of minimizing barriers that hinder smooth business
operation. They should address their pivotal role in business by adopting the right
policies and fostering divergence of the nation's export base. The endogenous growth
model concludes that exports can be diversified through adopting the practices of
developed countries, learning-by-doing, and learning-by-exporting (Aditya &
Acharyya, 2013). As a result, the role of the state to boost the level of FD I inflows
and to promote the financial sector through appropriate incentives should not be
understated. Growth constraints emanating from factor accumulation can be overcome
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by pursuing economic and non-economic policies that lead to product diversification
in exports (Mau, 2016).
African nations are advised to improve governance, adopt non-conservative
fiscal policies and ensure macroeconomic stability while still pursuing the industrial
and trade policies that enhance export diversification. By so doing, export
diversification will be increased leading to a higher contribution of TFP to economic
growth (Benkovskis, & Worz, 2016). Promotion of export diversification can also be
achieved through the provision of incentives that help in trade facilitation through
setting policy measures to mitigate costs. Export diversification is sensitive to costs;
therefore, policies such as lowering entry barriers, reducing the number of procedures,
facilitating company registration, removing the need for pre-tax payments and
applying a fixed registration fee should be implemented (Illescas et al., 2014).
Exports in international trade is selling of goods and services that are
manufactured in a host nation to other countries or markets. Exporting goods and
services has both pros and cons to the country shipping and that of the importing
country. Exporters gain ownership advantages and come up with low-cost and
differentiated products often viewed as a low-risk mode of trade (Cadot, et al., 2013).
There are benefits to internationalization such as keeping the capability within a
business and sending it to the value chain rather than attaining a license to sell the
goods are experienced by the exporter during the process.
Egypt is a great exporter of oil with records showing that it reached around
$27,128 million in 2015/2016. The country oil imports were approximate$ 76.4
billion in the same year which means that the state has an oil deficit, though there is a
likelihood of falling in the next year if prices remained stable (Banque, 2009). Some
countries poorer than Egypt have dealt with this situation through constructing oil
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refineries to raise the value added in the sector, contribute to developing the economy,
create job opportunities and improve self-sufficiency in providing oil products.
The exports of Algeria include palm tree seedlings, ovine breeding animals,
live bovine, raw and semi-finished coral among others. However, all the goods as
mentioned above were banned from exportation to protect animal and plant life as
well as national treasures. For cultural and health reasons, other products such as
firearms, medicines, books, tobacco and certain plant and animal products were
banned, and one would only carry on after receiving an authorization (Arezki et al.,
2009). The country is transforming the trade industry with various regulations being
put in place to increase transparency of protecting Algeria. For the country to reduce
the anti-export bias, it is supposed to lower its tariffs substantially, remove the
remaining non-tariff barriers (NTBs) and reduce duty exemptions (Banque, 2009).
The service industry in Algeria is open for establishment except for four integral
service sectors with bans to entry, and they include tourism, some insurance services,
mandatory local partnerships and communication and transport. For improvement of
competitiveness and efficiency of exports in Algeria, more service sectors should be
open to foreign competition.
Fiscal incentives need to be given to investors in sectors when they require
more input from the foreign investors such as the hydrocarbon sector. Uniformity and
fair treatment of foreign investors, as well as local stakeholders, is encouraged as a
way of allowing more foreigners to invest because they feel comfortable and safe
(Arezki et al., 2009). Allowing foreign companies to invest especially in the
production and manufacturing lines, they increase in the total exports from thus
benefiting the nation directly through taxes, employment, and international relations.
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The Relationship between Imports and Economic Growth
Introduction
The majority of capitalist countries across the world are increasingly becoming
concerned about the general welfare of their citizens. Globalization and worldwide
liberalization of markets increased a cluster of global markets and continued growth.
Import-led Growth (ILG) strategies have become popular in the capitalist nations. The
emphasis is solely on imports as a crucial channel of gaining access to foreign
technology needed in the domestic economy. In addition, ILG gives a domestic
economy access to foreign knowledge that transform different sectors of the domestic
economy.
Foreign trade has become one of the most important segments of the economy
of any republic. Import and export of goods have proliferated due to this fact.
Additionally, the GDP is producing in total goods and services, calculated by adding
together several categories spending excluding government, consumer and investment
spending (Nasreen & Anwar, 2014). If the imports exceed the exports in a country, then
the GDP will be lower, but if the exports are more than the imports, the country's GDP
will grow. The gap between imports and exports has to be narrowed to ensure there is
a smaller negative influence on the GDP. This section will examine the relationship
between imports and the economic growth of a nation, factoring in the most integral
parts and contributors to the economy.

Could Imports Be Beneficial for Economic Growth?
Imports are classified into several categories including raw material imports,
investment goods imports, consumer goods imports and other imports. The Broad
Economic Categories form the basis for the formation of import groups and classes.
Imports enhance exports mostly through the raw material imports and machinery as
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--------------------------------------both are used in the manufacturing sector. Consumer goods imports have a direct
concomitant association with exports, while these exports are affected by imports of
capital goods with two-period lags caused by the machinery set up by producers. A
developing country may have an enduring economic growth by importing machinery
and capital goods that steer economic productivity (Nasreen & Anwar, 2014).
However, in most economies, the total exports should be more than the total imports
to maintain the trade surplus; the case is different for net importers.
That statement factors in tourism products and services. If one travels to a
foreign country and jets back with some souvenirs, they are called imports because
they were not locally made (Panayotou, 2016). Export-driven economies are highly
encouraged in a country especially by their leaders.
Increasing production in a country boosts economic output as measured by the
GDP and it may increase wages. In so doing, standards of living of the residents are
raised and thus pushing for even more developments in the country as well as
choosing voting in wise leaders to exercise democracy and steer them upwards. If a
country has increased imports, it might become a dependent country, especially if it
imports commodities such as oil, food and industrial materials (Merhav, 2017). In so
doing, such a country relies on a foreign power to keep their factories humming and to
feed their population. If the country keeps on allowing imports of necessary things
which are locally made, local small businesses will be driven to bankruptcy. If the
businesses survive the unstable patterns, they gain a competitive advantage and
through exporting they understand the global market and produce goods and services
that meet the standards (Panayotou, 2016). It is, however, important to note that
countries cannot survive without importing and exporting goods and services despite
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the strength of their economy. First world economies such as the USA and Great
Britain import goods such as oil from OPEC countries and machinery from Japan.
According to the Heckscher - Ohlin theory, countries are expected to trade
goods and services with each other because of the difference of resources between
any given two nations. Comparative advantage depends on the interaction between
production technology and the resources countries have, which is the relative
abundance of factors of production (Merhav, 2017). According to the H-0 theory, the
trade makes it possible for every country to specialize thus countries export goods
they are more suited to produce and import those that they are less suited to provide.
It serves as an exchange program between two or more countries producing different
products. Relative prices of goods play a major role in the relative income realized
from various resources (Merhav, 2017). International trade significantly impacts the
distribution of incomes across people in an economy. This theory is however
challenged by other scholars such as Wassily Leontiefbecause it does not include the
trade of capital goods which are included in the modern trade (Merhav, 2017).
Enables a country to become and weakens the economic growth as a result.
However, imports are considered a source of economic growth if it includes electronic
equipment and hardware to help contribute to the improvement and increase of the
investment. It may include products that need a higher production value than those
imported. The topic on the relationship between export and imports is controversial
when determining which one brings a positive growth to the GDP. Taking the case of
Panama for instance, the country has been ruled as the 114th largest exporter in 2014
while in the same year it imported $28.SB making it the 68th largest importer in the
world (Merhav, 2017). In the last five years from the year 2014, the exports were
reduced at a rate of 14% while the imports were increasing at a rate of 1.9%. Despite
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these values, Panama is considered the largest economy in Central America (Borner et
al., 2016). Its economy is one of the fastest economies regarding growth and largest
regarding per capita income and appears the least in respect to the Central America
countries. Researchers put some effort in studying the economy of Panama and came
up with in-depth findings on how imports affect GDP.
Imports and exports intermarriage has led to economic growth in Panama, and
there are various reasons to support it. The country has a right geostrategic dimension;
particularly the presence of a canal and its position at the Eastern extremity of the
Isthmus that links South with North America. This position helps Panama by
simplifying the exchange of goods, creates openness in the market through allowing
people to move from one place to another (Haber, 2013 ). Panama is an economically
and politically stable country thus making trade easy and very efficient. Countries
should emulate the plain market field offered by Panama to leap more from trade
especially on the international platform that is exports and imports (Borner et al.,
2016).
The other advantage for Panama is that its exports are diversified; they include
bananas, yellow metal, pineapples, melons, fish meal, fish, coffee, sugar, beef, and
rum. With volatility, the country can manipulate and fight price volatility shocks on
the global market. Most of Panama's imports include electronic and electrical
equipment, food products, crude oil, pharmaceuticals, and vehicles. The imports bring
a positive growth to the Panamanian economy since they help in the production of
exportable products such as electronic goods and help to make deliveries of products
exported as crude petroleum and vehicle parts. Another key contributor to the
Panamanian economic growth is an exemption from the subsidy ban which redefined
Panama's trade, making it refined, too strong, unexploited and developed (Mccombie
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& Thirlwall, 2016). Panama is used as an example of a nation that is reaping a lot
from both imports and exports. It contradicts the belief that when imports are more,
there will be no growth in economic development.
Effects of Different Import Components on Economic Growth

Disaggregate imports study model of the North African economies feature a
conventional economic model whose focus is on the specific segments of the imports
industry. Manufactured goods, machinery, food and animal life, transport and
equipment, crude minerals and chemicals are some of the specific segments that these
economies base their import policies on.
From the specific case studies by Cadot, et al., (2013 ), the effects of
manufactured goods imports may be inconsistent with the trade policies and seasonal
problems associated with manufactured goods. Egypt and Morocco have been singled
out to have such a trend. For instance, between 1985 and 1993, the two countries
enacted trade regulations that saw total ban on certain manufactured goods that did
not meet the stipulated standards. In cases where substandard goods were confiscated
and destroyed without recourse to the import value transferred, perennial importation
challenges set in. For instance, there was a general decline in importation following
strict anti-inferior goods. Cadot, et al., (2013) further argues that increased
importation of the consumer goods (manufactured goods to be specific) directly
generates market competitiveness. The downside of this is that cheap imports have
normally depressed the level of competitiveness of the locally manufactured goods
since the locals prefer the cheap foreign products. This trend cuts across all the
developing countries; World Bank data reveals this trend.
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Machine and transport category contributes to GDP growth largely through the
technology transfer effect. Cadot, et al., (2013) noted that the developing countries,
especially for Northern Africa, the capital contribution paid for the machines and
transport equipment translates to improved quality of both tradable and non-tradable
products within the specific economies. This category of imports is used for
production of local goods and to some extent offering of services. The effects of
spending capital on importing this class is that technology embodied in production
and transport equipment is brought into the developing economies. With such
technology in place, then the needed efficiency in production is put in place.
Countries can develop rapidly by exporting a large share of their output
resulting in export's growth which stimulates the influence on the economy in the
form of externalities such as technological spillovers. According to the World Bank
data on technology imports (1990-1995), growth rates increase with the expanding
international trade for a country that has specialized inputs. Import-Lead Growth
(ILG) suggests that it is possible to grow the economy from growth in imports.
Imports can be a channel for long-ran economic growth as shown by endogenous
growth models. This is basically because it provides domestic firms with access to the
necessary foreign and intermediate foreign technology. Growth in imports serves as a
way of transferring growth-enhancing R&D knowledge from nations that are
developed to those that are developing (Mccombie & Thirlwall, 2016). Growth and
trade have a direct relationship according to causal relationship drawn from them
(Nasreen & Anwar, 2014). It creates a virtuous circle because increased trade leads to
more income while more income creates more trade.
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Economic Growth with Limited Import Capacity

The growth model by Feldman-Domar and Mahalanobis illustrated the
position of a developing economy of a pattern which assigns priority to the sector of
capital-goods (Panayotou, 2016). Some major assumptions of the model include the
economy is divided into two areas that are the consumer and capital-goods and that
capital is non-transferable between these sectors. With these conditions, the greater
the proportion of investment into capital-goods, the higher the output rate of both
sectors in the long run. It has been taken casually that economic growth and energy
use go hand in hand. Investments by Development Finance Institutions (DFI) however
go against the rule which poses the question whether growth in the economy leads to
a higher demand for energy or whether increased supply of energy leads to economic
growth (Mccombie & Thirlwall, 2016).
In developing countries such as China, Asian Tigers and some of African
countries (Northern African states), policymakers have endeavored to reducing the
reliance of economy on massive fixed investment exports and spending markets. They
want to raise the contributions made by the services sectors and domestic consumer
expenditure in economic activity. Such changes have led to declining import demand
more so for commodities (David et al., 2013). This rebalancing strategy is however
faced by some risks such as the feeble financial position of government-owned
enterprises, high dependence on credit and excessive corporate debt levels.
Investments in the private sector have slowed down though they have recovered
substantially, but only in places where the public enterprises are involved (Mccombie
& Thirlwall, 2016). The export-oriented sectors of the Chinese economy were
threatened when the US intended to impose punitive import tariffs on Chinese goods.
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One of empirical studies that emphasizes the link between importation and
economic growth is the research on the South Korean economy conducted by Kim et
al (2007). With the help of Solow residual, they found that cutting out the cyclical
impacts from the measured Solow residual reduces the variation but does not affect its
overall movement. On the other hand, estimating the Total Factor Productivity (TFP)
after removing the cyclical impacts from the residual produced a different result from
that of using the Solow model. Here, they found that the TFP rose steeply after the
mid-1980s, but started dropping during the 1990s, before falling sharply during the
financial crisis that troubled the world from 1997 to 1998. TFP registered a slight
recovery after the residual before falling again after 2000. In the same period, the
trends of importation (IMP) in Korea demonstrated an enormous cyclical fluctuation,
and their share in the country's GDP ranged from 30% to 40%. In general, the share
of imports dropped during the early 1980s before bouncing back as from the early
1990s.
The international trade is imperative because it ties numerous nations together
to the extent that once a key player slows down, the rest are adversely affected. As
China's market begins to rebalance it is expected that they will have different import
requirements. Some of these dynamics will affect countries like South Africa from
which China gets some minerals for production of various products (Merhav, 2017).
Minerals like Manganese, iron and chrome exports will be cut by 62% because they
will not be significant in the international market. As the economy gains more
traction, the IMF expects US imports to grow at a faster pace from last quarter of
2017 onwards. However, policies by the US president might kill these dreams and
bring a negative focus especially to nations like South Africa which is the third largest
trading partner for the US (Merhav, 2017). The president proposed policies such as
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spending USD I Trillion on infrastructure as part of a plan to double the economy of
US (McCombie & Thirlwall, 2016). This investment program is materials-intensive
and thus beneficial for markets that will supply commodities.

Government Spending and Economic Growth
Growth in Government Expenditure
Egypt
Dobronogov & Iqbal (2005) researched Egypt's economy covering the periods
between 1961 and 2003. According to their findings, the country underwent
convergence from OECD and high growth from 1974 to 1985, during which two
factors controlled the government expenditure. First, it launched Infitah (or Open
Door Policy) to allow the private sector to contribute to the country's economic
growth as well as partially liberate the trade agencies and reshape the regime of the
exchange rates. Second, a dramatic surge in the windfall revenues from both the
petroleum exports and Suez Canal boosted the national income. Besides the benefits,
the new measures also caused downturns to the financial institutions, with the
government's expenditures dominated by interest payments, subsidies, and the wage
bill, rising even higher than the revenues. Between 1986 and 1991, Egypt's economy
underwent divergence from OECD and weak growth. The confidence in the country's
economy ebbed while its expenditure to operate a fixed rate of exchange resulted in
the black-market premium reaching the peaks on two occasions. From this point, the
correlation between the growth rate of Egypt's GDP and OECD became strengthened;
while it's overall volatility reduced, bringing it closer to those of OECD.
From 1992 to 1998, Egypt's economy recovered with OECD and enjoyed high
growth which started with the launch of a robust stabilization effort in 1992.
Dobronogov & Iqbal (2005) report that the quality of the fiscal reforms that Egypt
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achieved during this era was mixed. As a result, Egypt reduced the budget deficits
within the early 1990s largely through reducing public investment, especially in
capital expenditure by the central government.
The 1999 - 2003 period was characterized by a slowdown in convergence
and weak growth. Following a series of negative shocks that derailed Egypt's
economy, the government reacted by introducing expansionary fiscal policies, which
included increasing public spending in "mega" projects, and clearing arrears to
stimulate the private sector (Dobronogov & Iqbal, 2005, p. 4).

Morocco
Between the years of2009-2013, 77% of the Moroccan government
expenditure is run by the municipalities, with the urban municipalities claiming the
largest share (55%) while the rest (provincial and regional) undertook 18% and 5% of
subnational expenditure, respectively. A similar case was recorded in investment as
the municipalities accounted for as much as 65%. In particular, the urban, provincial,
and regional municipalities claimed 43%, 26%, and 9% of the investment,
respectively. Although the growth of the Moroccan government expenditure has
fluctuated from time to time, one can argue that it has increased on average.

Algeria
In 2016, Public Consumption in Algeria accounted for 21.2% of the Nominal
GDP. That value represented a 0.6% drop the 2015 standings (21.8%). The average
amount of government spending as a share of the Algeria's GDP for the 1950-2016
period is 16.7%. Studies show that the highest and lowest values of the country's
government expenditure as a portion of the GDP are 36.1% (1958) and 10.7 %
(1974), respectively.
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Tunisia
Just like the other North African countries, Tunisia's government spending has
increased with time. For example, in 2014 and 2014 alone, it surged from 15115.50
Tunisian Dinar (TND) Million to 16548.70 TND Million. On average, Tunisia's
government spending stands at 6831.13 TND Million for the period between 1990 to
2015, with it reaching a record high (16548.70 TND Million) at the end of that
timespan, and an all-time low ( 1769 .10 TND Million) at the beginning.

Spillovers from Government Expenditure Shock
In an empirical study to establish the effect of US tax shocks and government
expenditure in the UK (1975 -2014), Canada, and Japan (1979-2014), Nicar (2015)
found that expansionary fiscal shocks did not produce uniform spillover effects on the
three countries, but they experienced short-term economically significant increases in
their GDP. The research also revealed that the net tax shocks have smaller effects than
government spending shocks. From a broad perspective, Nicar (2015) concluded that
the US expansionary fiscal policy might bring significant benefits to some countries.
Auerbach & Gorodnichenko (2013) state that the economic shocks from
foreign nations are some of the primary challenges that face any country that strives to
establish financial stability. In fact the shocks, through trades and other partnerships,
are likely to affect the domestic conditions in more than one way. They reckon that
although more than one factor could cause the economic shocks, fiscal policy should
bear the blame. In the past, economic observers appreciated and lauded the benefits
that come with financial spillovers, but the modem economic environment has
changed their stance on the matter (Auerbach & Gorodnichenko, 2013, p. 2). In
particular, the rapidly increasing globalization and the conflicts between fiscal stimuli
and financial austerity force policymakers to establish comprehensive and robust
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evidence and strategies that would help them navigate through both the Great
Recession (2008-2009) and its aftermath.
According to the economists, the current economic environment poses the
following three questions to both the economic observers and policymakers:
1. How do the fiscal stimulus and fiscal austerity in one country affect the
economic conditions of another one?
2. Can the current economic stimulus of other nations support countries that
lack financial ammunition (such as was the Greece's case when hit by the
Great Recession)?
3. Are the effects of fiscal spillovers dependent on the business cycle? If that
is the case, what should be covered in the coordinated economic policies
during a recession?
In a bid to provide the right answers to these questions Auerbach &

Gorodnichenko (2013) focused their research on many countries. As a result, they
found that the policies adopted by one country affect the economic·conditions of
another one due to the rapidly increasing globalization. However, the extent to which
the fiscal policies of one nation spill over into the others is dependent the current
economic environment characterized by rising of high rates of public debt and
depressed economies in several developed countries around the world. The fmdings of
the research by Auerbach & Gorodnichenko (2013) can be used to demonstrate the
effects of the relationship between four North African countries discussed in this
study (Egypt, Morocco, Algeria, and Tunisia). Since Egypt and Morocco are
economically stronger with the degree of openness of the economy, their fiscal stimuli
are likely to impose statistically and economically significant impacts on the outputs
of Algeria and Tunisia.
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In answering the second question, Auerbach & Gorodnichenko (2013) found
that the strength of fiscal spillovers depends on the economies of both the source and
recipient countries. It is for that reason that the output multipliers significantly get
large during recessions. They added that fiscal activism could prove integral to
stimulating demand during economic slips and that coordinating fiscal policies helps
economies in many ways. Auerbach & Gorodnichenko (2013) based their research on
the historical economic spillovers of the OECD economies starting from the mid1980s, making it difficult to generalize their estimates to different countries or
episodes. However, one would still argue that applying their findings to future
empirical and theoretical studies should give room for positive economic responses of
both foreign and domestic fiscal shocks (Auerbach & Gorodnichenko, 2013, p. 8).
Adopting this approach would enable the North African countries, particularly
Algeria and Tunisia, to have a robust, empirically plausible strategies for drawing
fiscal policies.
In a study to establish the link between spillovers from government
expenditure shock and the country's economy, Li (2014) that one of the greatest
recession that troubled the world between 2008 and 2009 brought several downturns
to various countries around the globe. The most notable example is the accumulations
of hefty sums of government debts. With it came reduced tax revenues caused by
weak profits and high unemployment rates; high financial bail-outs; and the packages
of fiscal stimulus designed to reduce the recession. He concluded that the output
spillovers of an increase in the government spending are indirectly proportional to the
debt-to-GDP ratio of a country.
A situation that appears consistent with this argument is the fact that spending
falls below the standard level to leverage the country's debt, after a temporary
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increase. Li (2014) also demonstrated that cuts on labor and capital tax rates are better
stimulators of the country's output than an increase in transfers, reductions in the
consumption tax rates, or spending. However, the regime offiscal consolidation
mitigates the effects of the stimulating effects because it brings the warnings of
fluctuations in the macroeconomic variables before they rediscover their steady states
(Li, 2014, p. 25). It follows that a country that either lacks or shuts down its fiscal
consolidation regime stops the fluctuations, but also has to consider stronger
stimulating effects.
Policy Implications of Spillovers
According to the report on the impact of fiscal policy, the International
Monetary Fund (2015) stated that massive fiscal deficits not only reduce the
economy's aggregate savings but also lead to high payment pressures, high-interest
rates, and inflation, alongside other adverse consequences of growth. In addition,
macroeconomic instability also creates policy uncertainty and economic growth
through misallocation of resources and the volatility of revenues earned from the
government's expenditure. In such a case, the price signals also become distorted.
The potential dividends of growth from the stabilization of fiscal are larger in
economically stable nations where any increase in its fiscal policy responsiveness to
output increases the annual growth by nearly 0.3%. On the other hand, the fiscal
policy dividends appear smaller in LICs and developing markets because their fiscal
stabilization policies are less efficient and overshadowed by developmental priorities.
The IMF (2015) also holds that the link between growth and fiscal deficits is
non-linear and dominated by the financing modalities in the developing countries. In
the case, one would expect that the four North African nations (Egypt, Morocco,
Algeria, and Tunisia) have some, if not all, of these projections. If they also have high
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public debts (which is the case), the uncertainty over their future taxation is likely to
increase. In addition to that, their resilience to shocks also weakens, growth rate slows
down, while private investment gets crowded.
In research to study the link between growth spillovers and infrastructure,
Richaud et al. (1999) held that all African nations but North Africa experienced a
sharp decline in their GDP per capita increase for about 15 years (1960-1975).
Fortunately, the recent economic developments have enabled some countries to
partially reverse their economic situations. Table 1 presents the overall growth,
investment, and export performance of various African nations from 1960 to 1997.
However, this research will only focus on the North African countries.

The Effectiveness of Institutions on Trade Openness, Import, Export,
Government Spending and Economic Growth
In a study to analyze the impacts of institution's quality on the link between
the openness policy and economic development/growth, Hadhek & Mrad (2015)
found that these two parameters relate on more than one level. They found that the
quality of institutions is best described by the six variables that also underline nearly
all the operations of the institution. They include, Rule of low, the effectiveness of the
government, political stability, corruption, regulatory quality, and, Voice and
accountability. According to their findings, the impacts favorable of institutions on
the quality of openness policy underlines the fact that the institutions that operate
under democracy foster negotiation, compromise, and the involvement of all decisionmakers.
Hadhek & Mrad (2015) also pointed out that an environment that comprises of
responsible institutions, respected political rights, protected civil liberties, political
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stability, control of corruption, and transparent businesses boost the expansion of
global trade. Not only do such surroundings reduce transaction costs but also mitigate
the risks associated with international trade (Hadhek & Mrad, 2015, p. 103).
Dao (2014) also confirmed similar observations: he stated that the Washington

Consensus- a compilation of 10 fundamental development policy upgrade strategies
from the institutions based in Washington such as the World Bank and International
Monetary Fund - viewed trade openness as a crucial component that can steer a
nation towards achieving greater economic expansion. In the views of the Washington
Consensus, trade policy should highlight the need to lower tariffs on imports,
particularly the intermediate inputs that enable countries gain a competitive advantage
in export industries. Despite the fact that acknowledging the negative impacts that
such a policy could bring on the local domestic industries, the Washington Consensus
held that protecting them would result in "expansion distortions that would penalize
exports and drain the domestic economies" while fostering an "enormous potential"
of corruption (Dao, 2014, p. 1).
He also added that the more a nation stays open to international trade, the
quicker its economy grows. For that reason, the widespread trade openness support
among policy makers and international organizations before the turn of the
Millennium was legitimate. During the 80s and 90s, many nations opened their
economies to foreign trade which enable them to enjoy robust growth. Examples
include China, Japan, and other Asian superpowers. Some of the countries that
followed that suit after 2000 include Brazil, China, India, and the South Asian nations
(Dao, 2014, p. 17).
In a separate study, Minh Dao (2014) argued that the role of government

consumption growth (spending) in fostering output growth is both significant and
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positive. He also pointed out that the governments of middle-income nations should
invest more resources in expanding government spending to enhance economic
development and growth. He even asserted that many studies on economic
development literature appear to neglect this aspect. In his view, manufactured
exports exert statistically less significant impact on the growth of per capita output.
Several studies have held that exports impact the GDP growth rate by
relieving the import shortages incurred by many upper-middle income countries. On
the contrary, Dao found that the proportion of manufactures in the total exports does
not enhance the externality effect. This factor likely emanate from the idea that
distortions in the product markets in many upper middle-income nations have an
offsetting impact on the external economies that participate in international markets
(Dao, 2014).
According to Sana and Amira Zaouali (2015), the effect of fluctuations in the
terms of international trade on the growth of economy has attracted the attention of
many economists for a lengthy period. It is such interests that have advanced the ideas
that specialization in the exportation of primary products do not foster economic
growth. They focused their research on sub-Saharan African countries because they
are exporters of the products whose trade depends on the global import demand. The
first phase of their study revealed that economic vulnerability has a negative impact
on economic growth which good governance strives to mitigate. In the second phase,
considering the interactive effects of institutions and trade openness, they found that
the latter can positively foster economic expansion until institutional development
threshold is reached (Zaouali & Zaouali, 2015, p. 588). The researchers also projected
that trade openness would work better if the sub-Saharan African economies promote
good governance.
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Model Specification

This paper utilizes the complications arising from a direct and possibly indirect
influence of Import, Export, Government spending, on its level of Economic Growth.
The panel model allows us to control for the country-specific effects arising from
factors that cannot be directly measured. Therefore, we estimate the models by using
generalized least squares that adjusts for heteroscedasticity across countries. Thus, the
general specifications structural equation model used in this study are:
GDPpcgrth = /(IMPORT, EXPORT, GOV, GCF, INFL, POPgrow,)

(1)

Where
GDPpcgrth= GDP per capita growth (annual%)
IMPORT= Import (% of GDP)
EXPORT= Export (% of GDP)
GOV= Government (% of GDP)
GCF= Gross Capital Formation (% of GDP)
INFL= Inflation (% of GDP)
POPgrow= Population growth (annual%)

By combining countries' unobservable individual effects, in fixed effect and random
effect, we can express the linear models that we are going to estimate as following:
(GDPpcgrth) it= a it+

PI

(IMPORT)it + p2 (EXPORT) it+ p3 (GOV) it+ p4 (HDI)

it+ ps (GCF) it+ p6 (Intl) it + p7 (POPgrow) it + pg (instit) it + E it

(2)
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Data Description:

This paper utilizes a panel data in which countries are the units of observation.
The data for this research collected from different resources such as The World Bank,
United Nations Development Reports and Worldwide Governance Indicators.
Therefore, this study analyzes the effect of trade openness, government spending and
institutions on economic growth in multidimensional ways. The data set generally
covers the period from 1985 to 2015 in selected North Africa countries (Egypt,
Morocco, Tunisia, and Algeria).
Gross Domestic Product Per Capita Growth:

Annual percentage growth rate of GDP per capita based on constant local currency.
(World Bank).
Trade openness:

Trade is the sum of exports and imports of goods and services measured as a share of
gross domestic product. (World Bank).
Import:

Imports of goods and services represent the value of all goods and other market services
received from the rest of the world. (World Bank).
Export:

Exports of goods and services represent the value of all goods and other market services
provided to the rest of the world. (World Bank).
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Inflation:
Inflation as measured by the consumer price index reflects the annual percentage
change in the cost to the average consumer of acquiring a basket of goods and services
that may be fixed or changed at specified intervals, such as yearly. (World Bank).

Gross Capital Formtion:
Gross capital formation (formerly gross domistic invesment) consists of outlays on
additions to the fixed assets of the economy plus net changes in the level of inventories.
(World Bank).

Population Growth:
Annual population growth rate for year t is the exponential rate of growth of midyear
population from year t-1 tot, expressed as a percentage. (World Bank).

Government Expenditure:
General government final consumption expenditure (formerly general government
consumption) includes all government current expenditures for purchases of goods
and services (including compensation of employees). It also includes most
expenditures on national defense and security, but excludes government military
expenditures that are part of government capital formation. (World Bank).
HDI:

Is the human development index is a composite statistic of life expectancy, education,
and per capita income indicators. (UNDP).
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Institutions:
Rule oflaw: captures perceptions of the extent to which agents have confidence in and

abide by the rules of society, and in particular the quality of contract enforcement,
property rights, the police, and the courts, as well as the likelihood of crime and
violence. Estimate gives the country's score on the aggregate indicator, in units of a
standard normal distribution, i.e. ranging from approximately-2.5 to 2.5. (World Bank).
Control of Corruption: captures perceptions of the extent to which public power is

exercised for private gain, including both petty and grand forms of corruption, as well
as "capture" of the state by elites and private interests. Estimate gives the country's
score on the aggregate indicator, in units of a standard normal distribution, i.e. ranging
from approximately-2.5 to 2.5. (World Bank).
Government Effectiveness: captures perceptions of the quality of public services, the

quality of the civil service and the degree of its independence from political pressures,
the quality of policy formulation and implementation, and the credibility of the
government's commitment to such policies. Estimate gives the country's score on the
aggregate indicator, in units of a standard normal distribution, i.e. ranging from
approximately-2.5 to 2.5. (World Bank).
Political Stability and Absence of Violence/Terrorism: measures perceptions of the

likelihood of political instability and/or politically-motivated violence, including
terrorism. Estimate gives the country's score on the aggregate indicator, in units of a
standard normal distribution, i.e. ranging from approximately-2.5 to 2.5. (World Bank).
Regulatory Quality: captures perceptions of the ability of the government to

formulate and implement sound policies and regulations that permit and promote
private sector development. Estimate gives the country's score on the aggregate
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indicator, in units of a standard normal distribution, i.e. ranging from approximately 2.5 to 2.5. (World Bank).
Voice and Accountability: captures perceptions of the extent to which a country's
citizens are able to participate in selecting their government, as well as freedom index.
(World Bank).

Table 1: Descriptive Statistic
Variable

Mean

Over all
between
within
Over all
Import
between
within
Export
Over all
between
within
Gov
Over all
between
within
Gcf
Over all
between
within
Over all
Infl
between
within
Hdi
Over all
between
within
Over all
Govrn
between
within
popgrow Over all
between
within

6.695

Gdppcq

33 .51

30.58

15.65

26.82

7.12

.625

164.13

1.74

Std.
Dev.
9.039
9.554
3.557
10.03
9.44
5.76
10.36
9.02
6.77
2.72
2.50
1.64
6.01
4.82
4.30
6.58
3.72
5.73
.070
.017
.068
77.46
18.63
75 .83
.542
.320
.465

Min

Max

Observations

-6.847
.600
-2.943
18.41
25.28
22.64
12.55
21.12
12.32
10.28
11.98
10.59
14.21
20.95
17.42
.339
3.21
-2.32
.458
.605
.477
73.37
144.3
60.85
.760
1.474
1.029

34.91
20.95
20.66
58.69
46.68
49.99
55.65
42.61
48.28
20.66
17.54
20.90
46.87
31.84
41.85
31 .66
10.78
29.00
.745
.646
.744
333
176.6
320
3.023
2.102
2.952

N=124
n=4
T=26
N=l24
n=4
T=26
N=l24
n=4
T=26
N=l24
n=4
T=26
N=124
n=4
T=26
N=124
n=4
T=26
N=124
N=4
T=26
N=124
n=4
T=26
N=l24
n=4
T=26
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Correlation Matrix:
Correlation matrix among the independent variables included in the models. It seems
all models do not have serious collinearity problem.

Empirical Results
Table 2: Growth estimation(baseline).
Dependent variable. Growth of GDP per capita (baseline)
Independent
variable
Reg(1)
Reg(2)
Reg(3)
- 193
IMPORT
( 076)**
- 374
EXPORT
( 069)* *
-2.20
GOV
I 199)*..

Reg(4)
434
( 065)***
-.527
( 061)'*
-.236
( 171)**'

GCF
INF
POP
Constant

13.11
(2.69)***

18.2
(2.24)***

41.45
(3.20)**'

45.25
(2 64)***

Reg(5)
-.180
( 089)**
.072
( 079)
-084
( 240)
.444
(.081)***
123
(.062)**
-1.69
( 878)*
1 92
(4.45)

***,**and *denote significance at 1%, 5% and 10 % level of significance respectively.
Figure in parenthesis below the coefficient estimates are standard error
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Table 3: Growth estimation (HDI).
Dependent variable: Growth of GDP per capita
Independent
variable

Reg(1)

Reg(2)

Reg(3)

IMPORT

437
(.195)**

- 006
(.097)

005
(.100)

EXPOT

007
( 081)

462
( 197)**

020
( 084)

-.241
(.260)
274
(.083)***

-.264
(.259)

477
(.558)

303
(.083)***

314
(.085)***

- 004

- 0003

- 0106

(.063)

(.064)

(.067)

-4 15

-3 986

-3.60

( 1.11 )***

(1.10)***

(1.10)***

GOV
GCF
INF
POP
IMPO(hdi)

-.630
(.226)***
- 658

EXPO(hdi)
(.248)***
-1 13

GOV(hdi)

(.571 )**
Constant

7 83

7 52

6.53

(4.77)
(4.87)
(5.47)
*** ** and *denote significance at 1%, 5% and 10 % level of significance
respectively Figure in parenthesis below the coefficient estimates are standard
error
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Table 4: Growth estimation (Governance indicators).
Dependent variable Growth of GDP per capita
Independent variable

Reg( 1

IMPORT

Reg(2l

Reg(3l

- 085
(.085)

- 083
( 091)

- 081
(.092)

EXPOT

- 016
(.072)

- 020
! 073)

- 017
( 071)

GOV

- 225
( 224)

- 232
( 223)

-.240
(.220)

214
(.080)***

218
(.081 )***

217
(.080)***

GCF
INF
POP
IMPO(govr)

)

146

144

145

(.094)

(.094)

(.094)

-4 70

-4 69

-4 68

(1 55)***

(1 56)***

(1 55)***

0004
(.0001)
0002

EXPO(govr)
( 0001)
0 006

GOV(govr)

L0002)
Constant

13 82
(3.99)***

14 03

13 95

(3.95)***

(3.98)***

*** ** and *denote significance at 1%. 5% and 10 % level of s1gnif1cance respectively Figure 1n
parenthesis below the coefficient estimates are standard error

The tables above illustrate the estimates of different specification of the model
for GDP per capita growth as the dependent variable. Based on the results of the
Hausman test, we selected the fixed effect model. In table 2, the first three regressions
show that imports, exports, and government spending are individually negatively
correlated with growth. Equation 4 brings the same three variables together but now
only exports remain significant with a negative coefficient. Imports tum positive and
significant whereas the government variable loses its significance. While the negative
coefficient on exports raises a concern, the model needs modification.
The neoclassical growth model indicates that growth is expected to depend also
on real investment and population growth. This leads to our equation 5 (last column on
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the table) where we also include inflation as an explanatory variable. Import has
negative coefficient playing an essential role in reducing the GDP per capita growth.
When a country imports goods and services such as labor, this will affect local economy
leading to reduce the GDP per capita by 1 %.
As a result, Exports have a positive relationship with the GDP per capita growth.
When we ran the regression by selecting Exports on GDP per capita growth, it showed
significant impact on growth. Combining the other main variables such as Import and
Government Expenditure, it was highly negative significant with GDP per capita.
However, when we ran the regression putting all the variables together, Exports became
insignificant amongst the other variables while Gross Capital Formation (GCF),
illustrated highly positive significant denoting there are other factors more important
such as GCF. An increasing in Export may lead to raising the GDP per capita growth
by creating jobs, reduce poverty, boost development, allow for access to diversification
of new markets, enhancement of innovation of technology, also creating new business
opportunities for local businesses to share their commodity, and help save government
expenditure by increasing supply sources on goods and services.
Import plays an essential role in reducing the GDP per capita growth. When a
country imports goods and services such as labor and final goods, this will affect the
local economy leading to reduce the GDP per capita by I %.

The inefficient

government spending of government expenditure on infrastructure and education is
vital. Lack of national government spending on public goods such as infrastructure and
education reduce the opportunity to create a vibrant environment to bolster economic
growth and development in the region. Inefficient government spending leads to waste
of monetary funds resulting in lack of economic performance.

The decreasing in

Government subsidy and all unnecessary government expenditure will lead to increase
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GDP per capita. The GCF consists of social factors such as investment in education,
healthcare, and infrastructure which may increase in levels of human capital with
knowledge and education resulting in rise of GDP per capita growth.
Inflation has positive significant impact on GDP per capita growth meaning an
increase in inflation will accelerate jobs opportunity which by proxy increase GDP per
capita growth. Population Growth has a negative significant relationship and plays an
essential role in reducing the GDP per capita growth. The source of decline of GDP per
capita for Population Growth may be due to overpopulation in the respective countries
to include lack of education, unemployment, and poverty. In table 3, results show the
interaction terms to the estimation enhance our understanding of these economies.
Additionally, it shows the results of interaction term between Import and Export with
HDI yield a negative significant coefficient.
As for Import, reducing the influx of hiring foreign medical doctors and
professors from other countries and hiring local experts will help increase GDP per
capita growth. Moreover, for Export, giving an incentive to local medical doctors and
professors will help encourage local experts to remain in the country and attract those
who have left to return, resulting in an increase of GDP per capita growth by 1 %. The
results of interaction term between Government spending and HDI indicates that HDI
has negative significant impact on Government spending. The interaction term shows
in order to increase GDP per capita, the government should consider spending on public
goods including education and infrastructure creating a vibrant environment to bolster
economic growth and enabling platform to transport produced commodities.
In table 4, the results of interaction term between Import and Governance
Indicators shows, Institutions have a positive impact on Import indicating the better
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Institutions will reduce the impact oflmport on growth, leading to increase of GDP per
capita by 1 %. Additionally, Institutions have positive impact on Export indicating an
increase in Institutions will raise the GDP per capita growth. Having an effective
quality of Institutions will help economic growth and development in the MENA
region. Lastly, the results of interaction term between Government Spending and
Governance Indicators shows, Institutions have a positive significant impact on
Government Spending indicating that the better of Institutions will reduce the impact
of Government Spending on growth, which will lead to increase the GDP per capita by
1 %.

Conclusion
This paper has investigated the effect that determine variables on the
economic growth in selected MENA countries {Egypt, Morocco, Algeria, and
Tunisia}. An intensive review of this research reveals that the capacity of any
economy to increase the production of goods and services from one period to another
relies on several factors that drive the economy. In particular, economic growth of a
nation is influenced by the variables such as, import, export, government
spending and institutions. As this paper has revealed, economic performance is
country-specific, meaning that drivers of growth effects would give different results
even for the countries from the same region. With the help of past studies, this
research showed that these parameters could have both positive and negative impacts
on the economy, depending on the country' s trade policy. To sum it up, economists
have thoroughly worked on the topic of exports and economic growth. Tunisia,
Morocco, Egypt, and Algeria rely on exports and the international market as part of
their major income generating source. Countries should diversify their exports and
avoid relying on only a single item, for instance oil. If a nation heavily depends on
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one commodity, it becomes vulnerable to external shocks, example of such shock is
the 2008-2009 recession caused by declined oil price. There is a connection between
imports, exports and economic growth. International trade is usually promoted by
nations across the world, with some fanning organizations that facilitate the trade.
Such organizations include the Common Market for Eastern and Southern Africa
(COMESA) and Intergovernmental Authority on Development (IGAD) among others.
They offer a level market field for the nations to trade without massive restrictions.
Every country produces goods for export but at the same time needs to import
products from other countries to supplement what they have. Imports contribute to the
GDP of a country if they do not exceed the exports, if they are raw materials for the
production of export goods or if they are comprised of electrical and electronic
products (Merhav, 2017). The economy of the country depends on the trade policies
set by the government and its activities in the international market. Some economist
suggests that trade openness, government spending and institutions may help the
selected North African countries - Egypt, Morocco, Algeria, and Tunisia - they can
also expose these economies to a slow growth or decline. Being low income-earning
nations, Egypt, Morocco, Algeria, and Tunisia primarily export products whose trade
depends on the global demand. The research also showed that the link between these
factors and economic growth is influenced by the other parameters associated with
government spending and institutions. The findings of this study suggest that,
although all these factors influence the operation and growth of the economies of the
North African countries, they interact with the economy in different ways. The
primary factors underlining that point include the difference in the ways through
which each nation reacts and utilizes to these economic parameters and the variance
of the commodities that drive their economies. The findings also demonstrate that the

57

relatively developed North African countries are likely to enjoy more economic
growth than the less-developed one. Although this research focused on the selected
North African countries - Egypt, Morocco, Algeria, and Tunisia, it presented a
blueprint approach that other researchers can use in review the economic aspects of
any country.
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Appendices

Figure 2: GDP Per Capita Growth (annual%) during 1985 - 2015
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Figure 3: Trade as % of GDP during 1985 - 2015
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Figure 4: Import as % of GDP during 1985 - 2015
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Figure 5: Export as % of GDP during 1985 - 2015
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Figure 6: Gross Capital Formation during 1985 - 2015
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Figure 7: Foreign Direct Investment, Net Inflows during 1985 - 2015
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Figure 8: Population Growth during 1985 - 2015
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